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Pursuant to Rule 14.3 of the Commission’s Rules of Practice and Procedures, AT&T!
hereby identifies the legal, technical, and factual errors in the Proposed Interim Opinion
Implementing California Advanced Services Fund (“CASF”) issued by Commissioner Chong
(“Proposed Decision” or “PD”).

While these comments must focus on legal, technical, and factual errors, it is important
that the bigger picture not be forgotten. AT&T supports the Commission’s efforts to promote the
deployment of broadband service in areas where no terrestrial service exists.” AT&T also
supports efforts to promote adoption of broadband service where that service is already available.
The CASF represents a groundbreaking step in the evolution of Universal Service policy, and
AT&T enthusiastically supports the goals of the program. However, the greatest need in
California is to bring broadband service to areas that currently do not have terrestrial broadband
access —no DSL, no cable modem service, and no next-generation higher speed broadband
currently being deployed by AT&T and other providers. AT&T is concerned that the CASF, as
currently proposed, will primarily result in supporting faster service in areas already served, at
the expense of areas that have no broadband service. The issue here is not really speed —
everyone agrees that higher speeds are better. The issue is how best to spend limited public
monies. AT&T believes public monies for broadband facilities should first go to bring terrestrial
broadband service to those with no service today. In areas that already have broadband facilities,
public monies should then be focused on overcoming the barriers to adoption of broadband (e.g.,
vouchers to end users for equipment or service), not on overbuilding or upgrading existing

broadband networks to make them faster. With modest changes, the CASF can be the model for

" AT&T California (U 1001 C); AT&T Advanced Solutions, Inc. (U 6346 C); AT&T Communications of California
(U 5002 C); TCG San Francisco (U 5454 C); TCG Los Angeles, Inc. (U 5462 C); TCG San Diego (U 5389 C); and
AT&T Mobility LLC (New Cingular Wireless PCS, LLC (U 3060 C); Cagal Cellular Communications (U 3021 C);

Santa Barbara Cellular Systems Ltd. (U 3015 C); and Visalia Cellular Telephone Company (U 3014 C)).

? These comments focus on terrestrial broadband offerings as broadband through satellite service is ubiquitous.



advancement of broadband nationwide and an engine for economic and social equity in

California.

I INTRODUCTION

Few could quarrel with the Proposed Decision’s worthy intention of promoting the
deployment of broadband services in California. There are three critical errors, however, in the
means that the Proposed Decision chooses to achieve that laudable goal. They are the product of
factual errors stemming from (i) the failure to consider relevant evidence, and/or (ii) the
improper consideration and interpretation of evidence not in the record. If not corrected, each
error would hinder, not help, the achievement of the goals of the CASF.

The first main error lies in the proposed definition of “unserved areas” that are to be
eligible for support. The Proposed Decision recommends an arbitrary cutoff based on speeds of
3 megabits per second (“MBPS”) download and 1 MBPS upload. Under this approach, an area
would be classified as “unserved” if it is not currently being served at those speeds — even if
there are two or even a dozen providers serving that area at slightly lower speeds, even if there is
no evidence that consumers are purchasing the highest speed available, and even if the reason
that faster speeds are not in place is simply that the market has not yet demanded them. In this
manner, subsidies would go to areas where there is no real need (and where the market is already
working), and would be diverted away from areas of greatest need, where there are no terrestrial
broadband services available at any speed.

The Commission should instead focus on areas that are truly unserved, rather than
spending consumers’ money to increase the speed of service in areas that already have
broadband service, when there is no evidence that consumers will purchase service at the higher

speed. Given that most of California already has broadband service available through either



DSL or cable modem service, the Commission should consider programs to encourage
subscribership to existing broadband offerings, not overbuilding existing broadband networks
with a faster network.

The Proposed Decision makes a second fundamental error in choosing which areas are to
be eligible for support, by making funds available to “underserved” areas where there is already
one provider whose service exceeds the speed cutoffs. The Commission should not pay
subsidies to add a second provider in areas that are already served by one provider (a result that
would skew the competitive market and discourage investment), but rather should focus on areas
where there are no providers and efforts to encourage adoption of available broadband.

Third, the Proposed Decision recommends an unworkable process for awarding support.
After providers submit applications seeking support for deployment in a given area, the Proposed
Decision would give competing providers 45 days to submit preemptive “counter-applications”
in that same area. Such a process would discourage providers from submitting meaningful
applications in the first round, because the application would disclose highly sensitive
information about the provider’s deployment plans and finances, and a competitor could simply
submit a counter-application that undercuts or otherwise betters initial bids. The proposed
counter-application process unfairly rewards providers that wait out the first round, because
instead of submitting their best offer up front, the providers can simply wait to see what the
competition offers in the first round of applications, then offer just enough to beat those initial
applications.

Finally, the Proposed Decision errs in allocating $100M to the CASF from the 0.5%
surcredit established for the B-Fund. The facts show that such an amount is not available after

the Commission meets the B-Fund obligations it set out in D.07-09-020.



II. DISCUSSION

A. The Proposed Decision Errs In Defining “Unserved” Based On The Absence
Of Services Above Speed Cutoffs.

The Proposed Decision’s first fundamental error lies in designating which areas are to be
supported by the new CASF. On the surface, giving priority to “unserved” areas seems
unobjectionable. The problem, however, is that the Proposed Decision goes on (at 39) to define
an “unserved” area as one “that is not currently being served by broadband at or above the
upload/ download speed standards adopted herein” (emphasis added): 3 MBPS download and 1
MBPS upload. An area would be declared unserved even if it is currently “being served by
broadband” that meets the FCC definition of broadband or even one which offers significantly
higher speeds, but misses the proposed upload or download speed standards by a few kilobits.
To illustrate, assume there are ten providers offering broadband service in a given area; each
offers download speeds much faster than the 3 MBPS standard, but offers upload speeds just
below 1 MBPS. Under the Proposed Decision, that area would be called “unserved” and it
would be just as eligible for support as an area that is not “served by broadband” at all; that is,
where there are no providers offering terrestrial broadband service at any speed. As a result, the
CASF would end up subsidizing one of the many competing providers in an area: not to provide
broadband where there is none, but to provide a higher speed than its numerous competitors.

Such a result would be manifestly unfair and anti-competitive, as it would give one
competitor a subsidy to compete against its rivals. Further, the proposed definition of
“unserved” areas would divert funds from the areas of greatest need (the truly unserved areas) to
areas where there is no need at all. In essence, this proposal will leave the unconnected still
unconnected — but leave them paying for others to get even faster broadband. As Verizon
cogently put it: “Areas that already have wireline availability, even if the service offered is below

3 MBPS, should not be eligible for funding. Using the CASF to upgrade existing broadband



service is likely to substantially expand the size of the fund and may limit available funding to
unserved areas.”

The Proposed Decision’s attempt to impose a speed cutoff for defining “unserved” areas
is based on three factual errors. First, the Proposed Decision fails to consider why the broadband
service in a given area should be defined by a unique speed threshold rather than the current FCC
definition. This Commission has held that the market for broadband service is competitive, and
it “expect[s] that technologies being used and data speeds will rapidly change as competitive
forces drive providers to invest constantly in new technology and increase data speeds in
response to consumer demand.”  The evidence shows that the market is working: the
comments of AT&T, T-Mobile, and others demonstrated the vigorous competition and
deployment in the state.” Moreover, the FCC’s report on High-Speed Services for Internet
Access as of December 31, 2006 shows the number of high-speed lines in California increased
by over twenty-three times: from just over half a million at the end of 1999 to over 11,750,000 by
the end of 2005.° In 2006 alone, the number of high-speed lines increased by over 4 million or

60 percent: from 7.3 million to 11.75 million.” As a result of this dramatic growth, high-speed

3 Verizon Comments, p. 4 (Sept. 26, 2007).
* Re Adoption of a General Order and Procedures to Implement the Digital Infrastructure and Video Competition
Act of 2006, Decision No. 07-10-013, Opinion Resolving Issues in Phase II, 2007 WL 2907967 (Cal.P.U.C. Oct. 13,
2007), mimeo, p. 22 (see section 3.2). The FCC has also concluded the broadband market is competitive on a
nationwide basis (see In the Matter of Review of the Section 251 Unbundling Requirements of Incumbent Local
Exchange Carriers, CC Docket Nos. 01-338, 96-98, 98-147, Report and Order on Remand and Further Notice of
Proposed Rulemaking, 18 FCC Red. 19020, FCC 03-36 (rel. Aug. 21, 2003) (“TRO”), 4 236, 245-46), as has
Commissioner Chong herself (see Rachelle B. Chong, “The 31 Flavors of the Net Neutrality Debate: Beware the
Trojan Horse,” NYU Advanced Communications Law & Policy Institute Scholarship Series (Dec. 2007), p. 2 (“By
looking at the most recent data, the conclusion is obvious: the current marketplace for broadband service is very
healthy, which means that consumers are reaping the rewards of vigorous competition.”)).
> AT&T Comments, pp. 1-2 (Sept. 26, 2007); T-Mobile Comments, p. 3 (Sept. 26, 2007) (“the number of broadband
connections, on both a state and federal level, seems to be growing rapidly without the advent of such subsidies™);
id. at 10 (“the broadband penetration rate . . . in the state has consistently been above the national rate” and “most
Californians have the option of more than one broadband provider”); Verizon Comments, p. 13 (Sept. 26, 2007);
SureWest Comments, p. 3 (Sept. 26, 2007) (“Many service providers are reportedly ramping up their broadband
investments, and the Commission can expect that unserved or underserved areas that are economic to serve will
receive service before long without subsidy™).
¢ See Federal Communications Commission, Industry Analysis and Technology Division (Wireline Competition
Bureau), High-Speed Services for Internet Access: Status as of December 31, 2006, Table 10 (Oct. 2007), available
3t <http://hraunfoss.fcc.gov/edocs_public/attachmatch/DOC-277784A1.pdf>.

See id.



services are available by cable modem in 98 percent of California homes where cable systems
offer cable TV service, and in 83 percent of California homes where incumbent LECs offer local
telephone service.® All of this growth has occurred without the payment of any of state
broadband subsidies.

In any case, given the vibrant competition in the marketplace, subsidizing providers to
upgrade their service to offer 3 MBPS/1 MBPS speeds would require some evidence as to why
the market is not working to provide service at those speeds, even though the market is clearly
working to make service available at lower speeds.” No party presented any such evidence; to
the contrary, several parties presented evidence that the market is working, and even the parties
that supported funding acknowledged the need to be careful in determining which areas are truly
unserved. The Proposed Decision does not undertake an analysis of whether and why
competition is failing and that oversight alone constitutes factual error. The application process
(described at pages 39-40 of the PD) will not require any showing of failure by current providers
of meeting customer needs, just that 3 MBPS/1 MBPS is not being provided.

Second, the “evidence” the Proposed Decision does consider should not have been
considered, because it was not made part of the record and is not the type that is appropriate for
official notice. AT&T acknowledges this is a quasi-legislative proceeding, and the Commission
has wide latitude in its decision making process. But even in Rulemakings, the Commission has

to justify its decisions with findings of fact based on the record.'’ Here, on the critical issue of

¥ See id. at Table 14.

? In fact, providers are responding to market forces with deployment of higher speed products such as AT&T’s U-
Verse and Verizon’s FiOS. See AT&T’s DSL speeds (at <http://www.att.com/gen/general ?pid=6431>) and
AT&T’s U-verse speeds (at

<https://uversel.att.com/un/loadSelectOfferAction.do?From_UMA _Iframe=True&UMA_ Launch_Url=/uma/Retrie
veCatalogContent? I TEMTYPE=COMPONENT&ITEMID=2000466&DOCTYPE=LEARNMORE&FORMAT=IF
RAME&APPID=AMSS>); Verizon’s DSL speeds (at
<http://www22.verizon.com/content/consumerdsl/plans/all+plans/all+plans.htm>) and Verizon’s FiOS speeds (at
<http://www22.verizon.com/content/consumerfios/about+fiostv/who+wins+fios+vs+cable/who+wins+fios+vs+cabl
e.htm>).

1 See United States Steel Corp. v. Public Utilities Com’n (1981), 29 Cal.3d 603, 608-09 (“Concomitant with the
discretion conferred on the Commission is the duty to consider all facts that might bear on exercise of that
discretion. The Commission must consider alternatives presented and factors warranting adoption of those
alternatives. (Citations omitted.) That duty is inherent in the requirement that the decision ‘contain separately stated,
findings of fact and conclusions of law . . . on all issues material to the order or decision.’ (Citations omitted.).”).




the minimum required speed to be acceptable as a broadband service, the Proposed Decision (at
34-35, fns. 42-46) adopts facts from several sources for the propositions that (i) the speed
standards are necessary to support telecommuting, (ii) South Korea has deployed facilities at
similar speeds,'' and (iii) a European study advocated a 7 MBPS standard.'? The related
footnotes do nof cite any party’s comments, nor do they cite reports issued by the FCC or by any
state agency. Instead, these sources are unpublished and some published reports — none of which
would qualify for official notice. One assertion (that “a different nation has one-third of its
households with fiber-based connections with plans to wire the remaining two-thirds . . . by
2010,” at page 35 of the PD) comes without any supporting citation to any source. No party has
had the opportunity to review and challenge those facts or present countervailing facts, because
they appeared for the first time in this Proposed Decision. At this stage, parties are precluded by
Commission rules from introducing new facts."

Additionally, review of the sources illustrates why reliance on them at this stage is
inappropriate. The “Need for Speed” source cited at page 34, footnote 42 does not appear to be a
government report or a peer-reviewed or even a published article. It instead appears to be a
“blog.” Moreover, although the cited blog asserts there is some desire for higher broadband
speeds, it does not advocate government subsidies. The blog also notes that “cable operators,
and phone companies” are “roll[ing] out faster broadband connections,” and concludes that “the
real impact of the speed . . . is marginal.”"*

Third, the sources cited by the Proposed Decision regarding telecommuting do not
support the proposed use of speed standards to define which areas are “unserved.” It is one thing

to say telecommuting is desirable, or applications that meet the proposed speed standards will

See also (referring to U.S. Steel) Re Minimum Rate Tariff 4-B, Decision No. 83-06-019, Opinion on Rehearing, 11
Cal. P.U.C.2d 672, 678 (June 1, 1983) (“What is required is sufficient evidence, of whatever kind, to sustain
findings in the light of the controlling constitutional and statutory provisions.”).

' Actually, no source is cited for this assertion. See Proposed Decision, p. 35, fn. 45.

12 AT&T searched the Internet for this study without success.

13 See Rule 14.3(c) of the Commission’s Rules of Practice and Procedure.

* Om Malik, Need for Speed . . . How Real?, (Dec. 20, 2005), available at <http://gigaom.com/2005/12/20/need-for-

speed/>.




receive a preference in funding. But it is quite another to decide that support is necessary and
must be made available in any area that does not currently meet the speed standards — even if
there are multiple broadband providers already in place, even if many consumers do not purchase
the highest speed available to them, and even if such subsidies divert funds from areas where
there are no terrestrial broadband providers. The sources relied on to conclude that
telecommuting benefits from broadband did not conclude that current DSL and cable modem
services available today are inadequate.”” In the same vein, the National Academy of Sciences
2002 Report'® referenced in footnote 43 of the PD cites the primary problem with “[cJurrent-
generation DSL and cable-modem technology [is they] are unable to provide large quantities of
high-quality video-on-demand”'” but concludes that “many of these applications remain more
promise than reality.”'®

In contrast to these sources that either do not support the necessity of 3 MBPS download
and 1 MBPS upload as minimum speeds of acceptable broadband service, official reports issued
by the FCC show: 1) the speeds currently offered by cable modem, DSL, and satellite services
are meeting the needs of most broadband users; 2) that growth of availability of broadband
without public support has been exponential; and 3) that the market will address the need for
faster internet access. Moreover, the FCC information is perfectly appropriate for official notice

and to provide a factual basis for the Commission’s decision.

15 In fact, in the article cited in footnote 42, the authors defined high-speed broadband as current DSL and cable
modem offerings. See Moohoun Song, Peter Orazem, and Rajesh Singh, “Broadband Access, Telecommuting and
the Urban-Rural Digital Divide,” lowa State University Department of Economics Working Papers Series, Working
Paper #06002 (Feb. 2006). That article contains the following conclusions: “Broadband access is particularly useful
for telecommuting because cable modem lines and DSL are at least five times faster then typical modem lines and so
high-speed Internet improves the productivity of computer use from home.” /d. at 7. “One of the concerns with the
rapid expansion of high-speed Internet was that rural residents would be left behind as firms entered more lucrative
urban markets. In fact, there are only modest differences in Internet usage between urban and rural markets.” Id. at
11. “The peak for use occurs at about .7 providers, suggesting that what is most important for telecommuting is the
presence of at least one provider and not the presence of several providers from which to choose.” Id. at 14-15.

'® Committee on Broadband Last Mile Technology, Computer Science and Telecommunications Board, National
Research Council, Bringing Home the Bits, “Broadband Applications: Promise and Reality” (2002).

"7 See id. at 82-83.

¥ 1d. at 117.



AT&T accordingly urges the Commission not to define an area as “unserved” based on
the proposed cutoff speeds of 3 MBPS/IMBPS. Instead, “unserved areas” should be defined as
those that truly are unserved: where no terrestrial broadband service is currently available at 200
KBPS (the FCC’s definition of “broadband service”) or the 500 KBPS standard used as the

minimum reporting speed by the Governor’s Task Force.

B. The Proposed Decision Would Provide Support To “Underserved” Areas
Where There Is Already One Provider, a Questionable Use of Limited Public
Funding.

In addition to defining “unserved” areas too broadly (by treating an area as “unserved”
even where it is served by broadband), the Proposed Decision would also ill-advisedly provide
support to “underserved” areas where there is already one provider at or above the proposed
speed cutoffs (and perhaps many other providers just below those cutoffs). The Commission
should not pay subsidies in areas where there is already one provider meeting the Commission’s
service criteria, particularly given that, as discussed above, most people in California today are
able to obtain broadband service with DSL or cable modem service (as well as wireless
alternatives).

Furthermore, given that the CASF is new and has limited funds, the Commission should
target areas where terrestrial broadband service is currently unavailable — thereby focusing on the
areas of greatest need — rather than using its limited funds to make more choices available to
consumers who already have broadband options available, while leaving consumers with no
broadband behind again. Indeed, the fact that one provider entered the area without support
provides compelling evidence that no subsidy is needed for an efficient provider to enter. Using
state funds to support a second provider would give that provider an artificial competitive
advantage, and would be fundamentally unfair to the existing provider that undertook, by itself,
the cost and risk of investing to serve the area without support. Additional providers are of
course welcome to enter the market on the same terms and compete by undertaking the same cost

and risk, but the CASF should not pick sides in that competition or subsidize one competitor



over another. Punishing providers that have already made substantial investments (by
subsidizing their competitors) will not promote investment. Providers will become less likely to
invest their own capital in California if they face the risk of having to compete against a

subsidized competitor later.

C. The Proposed Decision Undermines The Application Process By Authorizing
Competitors To File Counter-Applications After Applications Are Submitted.

The Proposed Decision recommends (at 25) that after a prospective provider submits a
bid for CASF support, other providers would have 45 days to submit a counter-application for
deployment in the same area. As planned, it is a truncated reverse auction with only one round
of competitive bidding. The Commission should not adopt this proposal, as it would undermine
the CASF and its goals.

The proposed counter-application process would discourage providers from submitting
the first application. After all, submitting a bid would open the field to competitors — and
provide subsequent bidders’ significant confidential information about the bidder’s proposed
target market project, its costs, network design, etc. With that information in hand, a competitor
would be able to unfairly undercut or otherwise better the initial bid. Prospective applicants will
already be leery of disclosing their deployment plans (and projected costs) to competitors; the
prospect that competitors will use that information to unfairly compete against the applicant
would only chill the application process further.

By the same token, the proposed process would encourage providers not to submit the
first application and instead wait and see the applications filed by others. The provider that “sits
out” the opening round would not have to make its best or most aggressive offer; instead, it could
simply review the initial bidder’s application and then take down the price a notch, or otherwise
better the initial application incrementally, just enough to win.

Plainly, the CASF can only achieve its purposes if providers file meaningful applications
to seek support. Yet the Proposed Decision adopts a course that would discourage providers

from submitting meaningful applications, without any explanation. The Proposed Decision does

10



not address at all the comments of AT&T and Verizon, which demonstrated that a counter-
application process would be contrary to the CASF’s goals. The Commission should correct this

factual error and reject the proposed counter-application process.

D. The Commission Should Clarify The Geographic Scope Of Applications.

Since the inception of the CHCF-B Fund, the Commission has used the geographic areas

known as the “Census Block Groups” or “CBGs” as the area to be analyzed to determine
eligibility for support. The Proposed Decision (at 29) anticipates that CASF applicants would
address their planned deployment by CBG or by a “single contiguous group” of CBGs."” For
purposes of the CASF, the CBG represents a useful reference point, and each application should
state which CBGs are to be served. In this way, the applications will have a common geographic
denominator and the Commission can more quickly and easily identify competing or overlapping
applications. That said, however, the Commission should not require that an applicant serve
each of the CBGs in a continuous group in its entirety with a proposed deployment. Broadband
networks do not follow CBG boundaries, and the best and most efficient plan for constructing
broadband facilities will almost certainly not correspond to the boundaries of a CBG. The
Commission should not require that a carrier employ an inefficient design simply to cover every
last bit of every CBG at hand. Further, part of a CBG may already be served, so covering the
entire CBG may not provide any real benefit to consumers. The Commission should simply
assess the benefits that will be provided from the areas that are proposed, rather than requiring a
proposal to fit any specified geographic boundaries. Accordingly, the Commission should
clarify that an applicant should disclose a contiguous group of CBGs to be served, but need not

commit to serving each of those CBGs in its entirety.

1% See Proposed Decision, pp. 29, 37, 52 (Ordering Paragraph 5).
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E. Allocating $100M To The CASF Will Prevent B-Fund Obligations From
Being Met.

The Proposed Decision (at 23) proposes to allocate to the CASF $100M of the amount
collected over a two-year period from the 0.5% B-Fund surcharge. The PD calculates that
amount as being approximately half of the amount the 0.5% surcharge will collect, leaving only
half the collection for the B-Fund itself. The PD is correct that $100M represents about half of
what the surcharge will generate over two years. The most recent intrastate annual billing base
used to set the current 1.3% B-Fund surcharge was $21.792B.%° A 0.5% surcharge applied to
that billing base will generate $218M over two years. One clarification is in order: while the PD
says it “shall allocate to the CASF $100 million,” it also says “the funds [will be] allocated half
to the CASF and half to the CHCF-B.”*' The final decision should clarify whether the CASF is
to be allocated $100M or half of what is really collected from the 0.5% surcharge, as those two
numbers are almost certain to be different.

The Proposed Decision errs, however, in asserting (at footnote 39) that allocating half of
the 0.5% surcharge to the CASF and half the surcharge to the B-Fund would leave enough
money to meet B-Fund obligations, even taking into account “the CHCF-B modifications we
adopted in D.07-09-020.” This is demonstrated by comparing the B-Fund payments calculated
in Appendix Table 1 of D.07-09-020, and the amount that will be collected from the 0.5%

surcharge. Referring to Appendix Table 1, the B-Fund obligations will be:

20 See Resolution T-17078, Appendix A (Mar. 1, 2007).
2! Proposed Decision, p. 23.
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January 1, 2008 — June 30,2008  $136.3M*

July 1, 2008 — December 31, 2008 $93.7M%

January 1, 2009 — June 30,2009  $69.5M**

July 1, 2009 — December 31,2009  $54.0M%

Total for 2008 and 2009 $353.5M
The 0.5% surcharge will generate $218M over a two year period.*® But B-Fund payments, even
as reduced by D.07-09-020, will total $353.5M. As a result, the B-Fund will already be at a
deficit, and there would not be any monies left over to allocate for the CASF.

It is possible the Proposed Decision is counting on a surplus in collections through 2007,
to meet B-Fund obligations through 2007. It is correct that by the end of 2007, the B-Fund
surcharge will have collected more than is needed to meet B-Fund obligations. Based on
Resolution T-17078, that surplus will be approximately $124M.?” But even adding this surplus
($124M) to the amount to be collected from the 0.5% surcharge ($218M) results in a shortfall of
$11.5M to meet B-Fund obligations — again leaving no surplus to allocate to the CASF. In its
November 28, 2007 Reply Comments, AT&T identified an error in the calculation of the size of
the Fund when all modifications are implemented July 1, 2009.** Correcting for that error would
mean the B-Fund’s projected obligations will be $315M (rather than $353.3M). Even factoring

in the 2007 surplus, there would be $342M available ($124M surplus plus $218M), leaving only

2$22.713M x 6 = $136.3M.

2 $15.622M x 6 = $93.7M.

*$11. 588M x 6 = $69.5M.

2 $8.994M x 6 =$54.0M.

% As explained above, the Commission has adopted $21,270,761,000 as the Projected Intrastate Revenues subject to
surcharge. See Resolution T-17078, Appdx. A. A 0.5% surcharge applied to that billing base generates $218M over
two years.

*7 Resolution T-17078 identifies a Beginning Fund Balance of $193M for Fiscal Year 2007-2008. Between July 1,
2007 and December 31, 2007, the current B-Fund surcharge of 1.3% will collect an additional $142M and B-Fund
Payments for the same period will be approximately $211M, per D.07-09-020, Appendix Table 1. The estimated
January 1, 2008 Fund Balance of $124M = $193M + $142M - $211M.

% See AT&T Reply Comments, p. 2, fn. 12 (Nov. 28, 2007).
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$27M available to the CASF. It is inescapable that the B-Fund cannot meet its obligations (even
considering the changes adopted in D.07-09-020) if the Commission allocates $100M to the
CASF. The amount to be allocated to the CASF needs to be generated by adding to the 0.5%

surcredit ordered in D.07-09-020.

III. CONCLUSION

For the reasons set forth above, the Commission should modify the Proposed Decision as
suggested above and in the attached redline of the proposed Findings of Fact and Conclusions of

Law.

Dated at San Francisco, California, this 10" day of December 2007.

Respectfully submitted,

/s/
DAVID P. DISCHER

AT&T Services, Inc.

525 Market Street, Suite 2027
San Francisco, CA 94105

Tel.: (415) 778-1464

Fax: (415) 543-0418

E-Mail: david.discher@att.com

Attorney for AT&T California

419459
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Appendix: AT&T’s Recommended Revisions
to Proposed Decision’s Findings of Fact and Conclusions of Law

Findings of Fact

1. Pursuant to D. 07-09-020, parties were provided notice and opportunity to
comment as to the merits and manner by which a mechanism could be implemented for
eligible parties to qualify for funding to deploy broadband facilities in regions of
California that are not currently being served, or that are underserved.

2. Ybiguiteus The widespread deployment of broadband holds tremendous

opportunities for consumers, technology providers, and content providers, and is
important to the continued health and economic development in California.

3. Promoting deployment of additional broadband services within areas of California
that are underserved-ernot unserved at all is consistent with universal service policies
aimed at enhancing deployment of advanced services and bridging the “digital divide” as
articulated in Pub. Util. Code §§ 709(c) and (d).

4. The creation of a California Advanced Services Fund would provide an effective
tool to promote additional broadband services in regions that are not served er-are
wnderserved consistent with Pub. Util. Code § 709(c) and (d).

5. The California Advanced Services Fund will complement the CHCF-B, and help to
promote universal service goals, but will not divert or transfer CHCF-B funds as the
CASF funds collection will be allocated separately from the CHCF-B.

6. The funding of broadband infrastructure in high cost areas where there is may-be
market failure may be the best way to take into account dramatic advances in
telecommunications and information technologies and services, while ensuring the
continued effectiveness of the universal service policies set forth by the Legislature.

7. Broadband deployment in California has a direct impact on economic output and

employment.

way-to-fund-the-CASH-as-an-initial- matter: The best way to fund the CASF is to add the

needed amount to the 0.5% surcharge ordered in D.07-09-020 and allocate that to the

CASF. Carriers may use the same surcharge line on customer bills for both the CHCF-B

-1-



Appendix: AT&T’s Recommended Revisions
to Proposed Decision’s Findings of Fact and Conclusions of Law

and the CASF. In the future, the Commission could decide to establish a separate CASF
surcharge but we find it is not necessary at this time as the CHCF-B mechanism is
available and works well.

9. The programs covered by Section 270, et. seq. cover a myriad of topics and issues.
The Commission has taken both formal and informal actions to adapt the programs to
changed circumstances due to advances in technology and other factors have led to
changes, including expansions of the programs since they were created.

10. The Commission has authority under Article XII of the California Constitution
and Public Utilities Code § 701 to establish the California Advanced Services Fund.

11. Providing funding pursuant to Pub. Util. Code §§ 701 and 709 for deployment of
broadband facilities in unserved and-underserved high cost areas of California is
neeessary desirable to meet the objectives of universal service.

12. Legislative direction recognizes that broadband services are and will be used to
deliver universal telephone service now and in the future.

13. The Legislature and Governor have both clearly proclaimed the importance of
high-quality telecommunications and advanced information and communication
technologies.

14. All funds will be collected and appropriated consistent with Legislative direction
related to existing universal service programs.

15. It is appropriate to dedicate limited funding into the deployment of broadband
facilities in unserved and-underserved high cost areas of California.

16. The California Advanced Services Fund will accelerate broadband deployment in
high cost areas more rapidly than market forces alone.

17. The initial allocation to the California Advanced Services Fund will be $100
million collected over a two year period beginning on January 1, 2008.

18. An application process would be an appropriate procedural vehicle for seeking
funding support for a proposed area that is currently unserved or underserved by

broadband services.



Appendix: AT&T’s Recommended Revisions
to Proposed Decision’s Findings of Fact and Conclusions of Law

19. Commission staff will hold a workshop to develop the application process, and
final evaluation criteria, with the final evaluation criteria to be publicly noticed at least 45
days before the first CASF applications are due.

20. The initial deadline for the filing of applications by parties seeking CASF grants
will be of June 2, 2008.

21. California Advanced Services Fund allocations shall be limited to a “telephone
corporation[s]” as defined under Pub. Util. Code § 234.

22. Applicants shall be required to submit the following data to the Commission, for
each proposed broadband project, subject to appropriate confidentiality provisions:

A. Description of applicant’s current broadband infrastructure and map of current
service area by census block group;

B. Description of proposed broadband project plan for which CASF funding is
being requested, including download and upload speed capabilities of proposed
facilities. Minimum speed standards shall be 200 KBPS 3-MBPS download. and

1 MBPS upload.

C. Geographic locations by census block group where broadband facilities will be
deployed. Boundaries of the specific area to be served by the project, with map
by census block group, along with a verifiable showing that the area is unserved.
orunderserved:

D. Estimated number of potential new broadband subscribers.

E. Schedule for deployment, with commitment to complete build out within 18-24
months of the grant of the application. Schedule shall identify major construction
milestones that can be verified by Commission staff.

F. Proposed budget for the project, with a detailed breakdown of cost elements, and
including source, amount, and availability of matching funds to be supplied by
applicant, and the CASF grant amount requested. At least 60% matching funds
must be supplied by applicant.

@

Proposed retail price per MBPS for new broadband service.

H. Period of commitment to offer broadband services to all households within the
service area of the project, and

I. Financial qualifications to meet commitments.



Appendix: AT&T’s Recommended Revisions
to Proposed Decision’s Findings of Fact and Conclusions of Law

23. Recipients must also offer a basic voice service to customers within the service
area of the broadband deployment subject to the CASF grant.

24. For purposes of awards of California Advanced Services Fund support, we
expand the definition of qualifying “basic service” to include any form of voice-grade
service, including that offered through a wireless or VolP service.

25. A single broadband project shall consist of a group of contiguous CBGs in
which service is to be offered.

26. A 200 KBPS 3-MBPSAMBPS download speed standard is adopted as the
benchmark for evaluating applications.

27. A broadband project must be completed within 24 months to receive California
Advanced Services Fund awards.

28. Adequate assurance of the applicant’s financial qualifications sufficient to assure
the Commission of its ability to complete the project shall be submitted with the
application or obtained by the Commission prior to the award of any project under the
California Advanced Services Fund.

29. California Advanced Services Fund awards will not be restricted only to those
areas currently designated as “high cost” for purposes of basic service support.

30. We shall not restrict the eligible areas for California Advanced Services Fund

awards only to the major ILEC service territories currently covered by the B-Fund.

32. Evaluation of requests will consider the prices at which applicants propose to
offer broadband service and award will be conditioned on the applicant honoring

voluntary pricing commitments.
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to Proposed Decision’s Findings of Fact and Conclusions of Law

33. California Advanced Services awards will only be provided for authorized capital
projects on approved broadband deployment projects, and shall not be used to pay for
general operating or maintenance expenses.

34. Administration of the disbursement of California Advanced Services Funds is
delegated to the Commission Staff to be administered consistent with the payment
schedules and conditions herein.

35. California Advanced Services Fund recipients will be subject to specific audit or
related verification requirements to verify that funds are spent in accordance with
Commission requirements.

Conclusions of Law

1. Existing statutes provide the requisite authority for the Commission to support
funding of broadband deployment under the approach adopted in this order.

2. Encouraging deployment of broadband through a CASF program will help to
promote universal service goals, but is not a diversion or transfer from the CHCF-B to
separate fund.

3. Article XII of the California Constitution and Public Utilities Code § 701 provide
sufficient legal authority for the Commission to establish the California Advanced
Services Fund.

4. Limited funding for deployment of broadband facilities in unserved and
underserved areas of California is necessary to meet the objectives of universal service
and is within the prescribed purpose of Pub. Util. Code §§ 701 and 709.

5. The Legislature and Governor have found the availability of high-quality
telecommunications and advanced information and communication technologies
important for the future prosperity of California.

6. The funds to be used by the CASF will be collected as part of the redesignated
CHCF-B and CASF surcharge beginning on January 1, 2008. Carriers may use the same
surcharge line on customer bills for both the CHCF-B and CASF.
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7. Pub. Util. Code §§ 270(b) and 270(c) do not prohibit the expansion of existing
programs.

8. As the CASF is not a transfer or diversion of funds to another fund or entity but is
an expansion of an existing program, the limitations of § 270 do not apply.

9. California Advanced Services Fund allocations shall be limited to a “telephone
corporation” as defined under Pub. Util. Code § 234.

10. The definition of qualifying “basic service” for the purposes of the California
Advanced Services Fund is modified to include any form of voice-grade service,
including that offered through a wireless or VolIP service.

11. Subject to the final evaluation criteria, the Commission may award California
Advanced Services Fund support to any certificated entity that proposes to build
broadband infrastructure anywhere in the state.

12. The criteria for evaluation should be competitively neutral.
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